ELASTICITYproblem1

SOME OF THESE REQUIRE THE MIDPOINT METHOD CALCULATION … SORRY BUT USE BOOK FOR FORMULA, IF NEEDED

1-199.
A bakery would be willing to supply 500 bagels per day at a price of $0.50 each. At a price of $0.80, the bakery would be willing to supply 1100. Using the midpoint method, the elasticity of supply for bagels would be


a.
0.61.


b.
0.77.


c.
1.24.


d.
1.63.

2-200.
You have just been hired as a business consultant to determine what pricing policy would be appropriate in order to increase the total revenue of a major shoe store. The first step you would take is to


a.
increase the price of every shoe in the store.


b.
look for ways to cut costs and increase profit for the store.


c.
determine the elasticity of demand for the store’s products.


d.
suggest that the store purchase an entirely new line of shoes that they could sell more cheaply.

3-201.
Harry’s Barber Shop increased its total monthly revenue from $1500 to $1800 when it raised the price of a haircut from $5 to $9. The price elasticity of demand for Harry’s Haircuts is


a.
0.318.


b.
0.700.


c.
1.125.


d.
0.416.

4-202.
Barb’s Bakery made $200 last month selling 100 loaves of bread. This month it made $300 selling 60 loaves of bread. The price elasticity of demand for Barb’s bread is


a.
0.583.


b.
1.25.


c.
0.266.


d.
1.11.

5-203.
You are in charge of the local city-owned golf course. You need to increase the revenue generated by the golf course in order to meet expenses. The mayor advises you to increase the price of a round of golf. The city manager recommends reducing the price of a round of golf. You realize that


a.
the mayor thinks demand is elastic and the city manager thinks demand is inelastic.


b.
both the mayor and the city manager think that demand is elastic.


c.
both the mayor and the city manager think that demand is inelastic.


d.
the mayor thinks demand is inelastic and the city manager thinks demand is elastic.

6-204.
Muriel’s income elasticity of demand for football tickets is 1.50. All else equal, this means that if her income increase by 20 percent, she will buy


a.
150 percent more football tickets.


b.
50 percent more football tickets.


c.
30 percent more football tickets.


d.
20 percent more football tickets.

7-205.
When her income increased from $10,000 to $20,000, Heather’s consumption of macaroni decreased from 10 pounds to 5 pounds and her consumption of soy-burgers increased from 2 pounds to 4 pounds. We can conclude that for Heather,


a.
macaroni and soy-burgers are both normal goods with income elasticities equal to 1.


b.
macaroni is an inferior good and soy-burgers are normal goods; both have income elasticities of 1.


c.
macaroni is an inferior good with an income elasticity of –1 and soy-burgers are normal goods with an income elasticity of 1.


d.
macaroni and soy-burgers are both inferior goods with income elasticities equal to -1.

8-206.
Last month, sellers of Good Y took in $100 and sold 50 units of Good Y. This month sellers of Good Y raised their price, took in $120 and sold 40 units of Good Y. At the same time, the price of Good X stayed the same, but sales of Good X increased from 20 units to 40 units. We can conclude that Goods X and Y are


a.
substitutes, and have a cross-price elasticity of 0.60.


b.
complements, and have a cross-price elasticity of 0.60.


c.
substitutes, and have a cross-price elasticity of 1.67.


d.
complements, and have a cross-price elasticity of 1.67.

9-207.
Suppose that the cross-price elasticity of demand between hot dogs and mustard is –2.00. This implies that a 20 percent increase in the price of hot dogs will cause the quantity of mustard purchased to


a.
fall by 200 percent.


b.
fall by 40 percent.


c.
rise by 200 percent.


d.
rise by 40 percent.

10-208.
In January the price of widgets was $2.00 and Wendy’s Widgets produced 100 widgets. In February the price of widgets was $2.50 and Wendy’s Widgets produced 150 widgets. In March the price of widgets was $3.00 and Wendy’s Widgets produced 200 widgets. The price elasticity of supply of Wendy’s Widgets was


a.
1.80 when the price increased from $2.00 to $2.50 and 1.57 when the price increased from $2.50 to $3.00.


b.
2.00 when the price increased from $2.00 to $2.50 and 1.66 when the price increased from $2.50 to $3.00.


c.
1.66 when the price increased from $2.00 to $2.50 and 1.50 when the price increased from $2.50 to $3.00.


d.
0.56 when the price increased from $2.00 to $2.50 and 0.64 when the price increased from $2.50 to $3.00.

11-209.
Suppose that when the price of corn is $2 per bushel, farmers can sell 10 million bushels. When the price of corn is $3 per bushel, farmers can sell 8 million bushels. Which of the following statements is true?


a.
The demand for corn is income inelastic, and so an increase in the price of corn will increase the income of corn farmers.


b.
The demand for corn is income elastic, and so an increase in the price of corn will increase the income of corn farmers.


c.
The demand for corn is price inelastic, and so an increase in the price of corn will increase the income of corn farmers.


d.
The demand for corn is price elastic, and so an increase in the price of corn will increase the income of corn farmers.

OPEN ENDED


You own a small town movie theatre. You currently charge $5 per ticket for everyone who comes to your movies. Your friend who took an economics course in college tells you that there may be a way to increase your total revenue. Given the demand curves shown, answer the following questions.
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a.
What is your current total revenue for both groups?


b.
The elasticity of demand is more elastic in which market?


c.
Which market has the more inelastic demand?


d.
What is the elasticity of demand between the prices of $5 and $2 in the adult market? Is this elastic or inelastic?


e.
What is the elasticity of demand between $5 and $3 in the children’s market? Is this elastic or inelastic?


f.
Given the graphs and what your friend knows about economics, he recommends  you increase the price of adult tickets to $8 each and lower the price of a child’s ticket to $3. How much could you increase total revenue if you take his advice?

1. ANSWER: d.
1.63.

2. ANSWER: c.
determine the elasticity of demand for the store’s products.

3. ANSWER: b.
0.700.

4. ANSWER: a.
0.583.

5. ANSWER: d.
the mayor thinks demand is inelastic and the city manager thinks demand is elastic.

6. ANSWER: c.
30 percent more football tickets.

7. ANSWER: c.
macaroni is an inferior good with an income elasticity of –1 and soy-burgers are normal goods with an income elasticity of 1.

8. ANSWER: c.
substitutes, and have a cross-price elasticity of 1.67.

9. ANSWER: b.
fall by 40 percent.

10. ANSWER: a.
1.80 when the price increased from $2.00 to $2.50 and 1.57 when the price increased from $2.50 to $3.00.

11. ANSWER: c.
The demand for corn is price inelastic, and so an increase in the price of corn will increase the income of corn farmers.

ANSWER:


a.
Total revenue from children’s tickets is $100 and from adult tickets is $250. Total revenue from all sales would be $350.


b.
the demand for children’s tickets is more elastic.


c.
The adult ticket market has the more elastic demand.


d.
The elasticity of demand between $5 and $2 is 0.26 or inelastic.


e.
The elasticity of demand between $5 and $3 is 1.33 or elastic.


f.
If price is increased to $8 for adult tickets (maximum for the graph) and price decreased to $3 for child tickets (minimum for graph), total revenue would increase to $440 ($8 ( 40 + $3 ( 40) or $90 more than before.

